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General Calboun, gentlemen of the Air Force Comsand and Staff
College.

It ie a pleasurs to be &t Mauxvell Air Force Base snd to
bave the opportuniiy to, spesk to JOu en the subjest of, "The
Sovist Economic Syswem.” hen T recelved your kind invitation,
zmﬁmﬁt:mmmmmmmxﬂmwm&
ocue on this subject. My tmmediate reagtion was that such soheduling
bare eloguent testimony to the fortitude and endurance of the offices
of the Untted States Alr Force, Twe WSHFS of Allen should be re-
warded Ly the pessetime counterpart of the Purple Heart; perheps a
new decoration we osn call the "Purple Ear.”

With a topic as broad as the Sc;'iet econoxy, it is éiffieult
to knov where to begin.

I propoge to begin with a brief sketeh of the Russian
economy in 1013. This year is the¢ bese for many Soviet studies
sad claims. There is a great amount of misinformation about the
size of the economy the Commmists inherited from the Tsars.

On the ope hand, the Soviets try to plcture prervevolutlonary
Russia as the counterpart of Rlack Africa today. The official
myth sbout the relative beckwardness of Imperial Russia has Leen
dsliverately croated 0 that Commmmist economic achievements
since that tizme will appear to be even greater than they in fact
heve been.

Approved For Release 2001/08/30 : CIA-RDP62S00545A000100100006-9



Approved For Release 2001/08/30 ___:,.}QJ_AgRDP62800545A000100100006-9

On the other hand, certair Western writers have, in =y
opinion, grossly overstated the output of Russian industry in
mmwmmmmwnmimmsmetm
Commmist takeover. The Soviet party line would have you believe
that in 1913, Russian industrial output was less than T percent
of that of the United States in tbe same year. In centrast, the work
of Professor Nutter for the National Buresu of Economic Reseerch,
as I understend it, leads him to the conclusion that this fugure
should be 22 percent. In absalute size, then, we are confrouted
with & range of 300 percent in these estimates. To borrovw o
gsimile from the Canine world, we ave told that, in the last years
of the Tsars, Russian industry resorbled elther a toothless,
underfed lap dog or else a full-grown (erman ghepherd, fully
eble to remove your head in one easy hite.

Recently, the most respected economlist in the Soviet Union,
Academician Strumilin, published a pamphlet which, in effect
demolished official Commnist claims.®/ He placed 1913 Ruasian
gutput at 11-12 pergant of that of the U.S. Having passed his
80th birthday, Strumelin undoubtedly feli he could write objectively
and survive.

1o Hovember of 1ast year, my boss, Mr. Allen Dulles, testiffed
before the Congressional Joint Economic Committee on the pubject
of Soviet economic grovth. He cited the &milin resenrch as

I/ Strumiin, On the Paths of Building Commmism (Ne putyakh
postreonis Kominizma ), Moscow 959 .
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evidence that the officlal Soviet index of indusirial produstion
wes & gross dlstortion.

A fev days later, Pravda in a critical review of the Dulles
testimony adumitted the validity of the Strumilin data, and said
that Khrushchev himself bad presented it In a speech in July.
¥e have yet to see this July speech in the Wesl. owever, the
official Soviet handbook, approved for publiecation in Augusi,
8t4ll carried the more exaggerated cleims. Finally Enrushchev
himeelf, in his September speech to the Few York Hconomie Club
included & stetement based on the same data that Pravds chided
¥r. Dulles for using.

A% this podnt I though we had them. I proposed to Mr.

Dulles that he write a letter to the editor of Pravia, dropping &

earbon to the New York Times, stating that as we wnderstood the
Fravia remarks, the Soviet govermment had declded to cut its
elalme for economic growth in half for the years 1913~58. But
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50 3l for unat existed at the time of taksover. The
first msjor problems that faced the revolutionists were political
mmmmmthomwmmumaew,w
mmmmﬁmwmawmxmm,mm
m&wmmtmmrmurm.ﬁmmmtmiw

m&mmm&wmmm&& By 1928, three
important developments bad taken place:
First, Stalin bad emerged as the absolute victor
in the internal power struggle.
Second, the economy hed finally been restored to
its pre-revelutionary level of output, and
Third, out of the murky dogma of Marxism and
Ieninism, the swrviving Commumigt lsadership had molded
apmwemummmmmmm.
mmwmxmmumamm@mm-
ization. One of the best descriptions of Soviet ecomomic policy
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The relative levels of industrial producilon in the two
eountries are not strikingly different than the ratios of
gross national product. That 1s, Soviet industrial production
is probably sbout 45 percent of our owm.

Bawever, the output of capitel goods in the USSR is higher
than this overall ratio. Indeed, Soviet production of certain
basic materials and producer goods is already about equal o
that of the Imited States. On the other hand, thelr output of
congumer goods is far below corresponding U.S. levels. let's
look at some specific flgures.

{Briefing Ald 2)

1. You can see that in 1958, Seviet outpui of
conl sxoeeded owrs by about 30 percent. )

2. Thelr output afmmm-mmt@

3. Soviet cutput of steel was about 7O percent of
ours. However, the snd use pattern of steel was far
different in the two countries.

L. Moving over to the consumsr goods slde of the
chart, you can see that Soviet output of automohiles;
washing machines and vefrigerators was only & swell
fraction of our own. This was vhat I had vefevence to
when I sald that the use patterns for stesl wvere quite
difforent in the two countries. The Soviets use most of
their steel to produce capital goods and to expand their

banic materials mmm@, As this chart shows, W& do not.
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Z é» sob emmslaale from this that gecret of SovinS swsotds

1ies in greater productive efficiency. On the contrary, compared
to the leading free enterprise sconomies of the West, productivity

inthmﬁaﬁ&twmnta&ayiﬁmﬁwm,
Let me ghow you & fev figures.
(Briefing Ald 3)

1. MMthmmmmaaﬁmm
the U.5. with that of the USSR. e have about 177 million
Wmmmmwammzmmmmm
mmtwm,afmussﬂ,

2e MWM,WWM’@M&%
pdllion in the civilian labor force. This 43 a migh
participation rate; somewbat over k7 percent. In eontrast,
only sbout 38 percent of our pepulation, or 67 million,

are in the labor ferce.
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3. As far as employment is concerned, the USSR
s%ill has the bulk of its labor force on the farms. And
with almest 47 million people in agriculture, the Soviet
tnion produces somevhat lase food than does the United
States, which bas anly 7 million farm workers. It is
not swprising that the USSR has sent several sgricultwml
dslegations to the United States as part of the Bast-Vest
exchangs program. They have also welcomed Amsrican furm
exparts to the Soviet Union, and are trying to find out
how we do 1.

L, Tarping t¢ industry, you can see that the USSR
bas nearly & million more persons in industry, or sbout
20 peroent more than tue United States. At the save time,
tha value of U.S. industrial output is move than twice
that of the Soviet Union. This means that productivity
in Bovlet industry is less than 40 percent of that in the
Pnited States.

5., In eontrast, we concentrate most of owr labox
monMm~mm*mammmmﬁ,
most preminently.

The very low level of productivity in agriculture and the
relatively lov productivity in industry exist despite massive
efferts in education and particularly in teshnical training.

62500545A000100100006-9
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uncil is the Party Presidiws. This body of 1L members is

presided over by Khrushchev, who is First Secretary. The military

leaders, the secret police, and the professional industrial

pansgers no longer have & direct woice in this council.

The Secretariat of the Presidium is the group responsible for
day-to-day interpretation of policyQ Of its ten current members,
only one, Suslov, has & tensure longer than Knrushchev, and thus
ig the sole member who does not owe his present position to Mr.
Ehrushchev.

¥We are nov ready to examine the economic ehain of command.

(Briefing Ald k&)

1. At the top left, you can see the Presidiwz of the Party
which we have already discussed.

2. In the center is the Presidium of the Council of mnistars,
of which Knrushchev is algo chairmen. This is the top governmental
body charged with the implementation of policy, that is, with
carrying out decisions of the Party leadership. The two first
deputies are Mikoyan and Koziov. Korlov is a former leningrad
party boss, who is now the desigrated "heir apparent.” You mey
remezber his visit to the United States lasi year.

3. m reorganization of industry and planning, carried out
in the latter helf of 1057, bas greatly echanced the role of Gosplan.
Gosplan is not only responsible for developing short and long-
term sconomic plans, but is also partially rasponsidvle for plan
execution. Its chairman is Kesygin, who 1s also & deputy chairman

B TR PR

of the Council of Ministers.

WE. i1
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4. There are & number of State Committees ~ for Automation
and Machine Building, for Labor and VWsges, and for Scientific and
Technical matters. These commitiees clearly have fmportent
functlions, but by their very nature are of lesser rank than
Gosplan.

5. Mm&agmmemmdmm,mmmﬁaf
Ministers is directly responsible to its Presidium. Several
mezbers of Gosplan ere also members of the Council of Mindsters.
Als0, the Council has & more political flavor then formerly
because mexbers of the 15 Union Republics sit on it.

6. The Union Republics bave direct control of the regiccal
councils of national economy in their respective territories.
These councils of national economy, or sovnarhozy, are responsible
for well over three-fourths of industrial output. MNost of the
remainder is under the control of local governments.

The reorganization of 1957, then, substituted a pattern of
territerisl contrel over industrial plants. It replaced the
previcus pattern of direct conircl from the center by specialized
industrial ministries. Each one of the republics and regional
councils is under the direction of the Communist Party.

The major beneficiaries of the Party's reestablished dominance
are the apparatchicki the people who run the party msehinery.
Khrushchev's personal attention to eccnomic matters, his persistent
dexands that party people master a knowledge of economics, and
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the establishment of special courses for Party workers, all reflect
memammhafmmrtyinmﬂaywta%aymr&ticn@fﬂm
QOONORTY «

This is & shift away from past control of industry by the
technical-engineering elite ~~ the former industrial ministers.
To date, the shift seems to have been & success. Indusirial
Production mmintained the same rate of growth in 1958 which is
enjoyed under the old setup ia 1957, and moved shead even move
rapidly in 1959. |

7o move on, I should like to review for you, in very Lirief
fashion, the elemonts of the national economic plan. Actwally,
there are 13 interrelated sub~plans which make up the whele, and

industry, agriculture, transport, the volume of retsil and
foreign trade, the value of capital investuent, snd so forth.

2. M.%» This sub~plan consists of the output schedules
for specific commodities in Rhysical units in great detall end i{s
the most important part of the over-all plan.

3+ Materisl Techoical Supply. Given the production goals, a
Wﬁmumisdrmw%ﬂmdwpmﬂdﬁmh
producing unit with the amount of raw materials, semifinished
g0ds, and capital equipment needed to meet its production goauls.

The mnterial balance technique utdlizes a series of technological
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eoelficlents, or imput output ratios. GCosplan centrally sdministers
the supply of over 1,000 commodities.

h. gepital Jovestmeni. The capital investment sub-plan has
two primery functions. Pirst, it provides the increased capitsl
stock estimated to be necessary to meet future production goals.
Second, 1t distributes invesiment resources in agcordasnce with the
priority preferences decided upon Ly the Soviet lsaders.

The introduction of new technologleal pro-

cesses hes been a separate sub-plan since 3.9&;. The m‘fer
industrisl innovation hes becose much more important within the
past year because of the need to insrease labor productivity. 7The
State Committee on Science and Technology has been retained ss

an independent body reporting directly to the Council of Ministers,
one of two such committees vhich were retained in the reorganization
of 1957.

6. Isher and Cadres. This part of ithe plan schedules incre-
ments 1o the non-agricultural laborx force in accordsnce with
over-all production goals and the plamned aversge increase in output
per worker. It alsc covers technicsl training plans.

7. Cost of Production (Sebestoimost). These are production
aost estimates preapared for each commdity and essential service,
which are combined to provide an esilmmte 1o total costs. De-
ecause of time limitations, I shall skip over the next three iltems
as well as the final two, and turn to the

11. State Budget. The primsry function of the state budget is
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1o mobllive the fipnancial rescurces of the econoyy and to direct

their flov to acconplish the production objectives. The most im~

portant fioanclal resource flows are, on ihe income side, the Income

frem profits of enterprises snd the turnover tax. On the expenditure

side, the mpost important allocations are to investment and defense.
As you have no doubi alrsady concluded, the whole aystem i

& ptatistician®s idea of heaven. Dealing with all the paper work

- is wdoubiedly more fun than working on the production line.

Apparently many Russians think so too. Evidence of this sre the
constantly recurring drives to cut down on the size of the duresauc-
racy.

In practice, the naticonal economic plan and its subocomponenis
is developed according 10 4 system of rigid priorities. A limited
number of industries has been consistently favored in the allocation
of resources. These include the so~called "leeding links” ~-
eleetric pover, fuels, metallurgy, and the key engineering and
dafense industries, Once the output goels for these sectors bave
been decided upon, and the necessary inputs provided for, the bulk
of avalleble resources save been comaitted. EBEveryons becomes
caught up in the tempo of plan Mfiliment. Production is the
great goé ~- it 1s mwore important thau money, or people, or machines.

A logleal consequence of setiing highly ambitious production
goals is that the Soviet econouy is chronically zhori of everyihing.
Machinery, transporiation and people are worked at; or close 1o,
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maximus possible limite. To some Vestern observers, these outward
manifestations are considered evidence that the economy is out

of joint. They anotice the uneven tempo of production, the use of
very old equipment in irdustry, particularly in consumer goods
factories, and the resort of m paut managers W extra-legal
mathods of operation.

But viewed through the eyes of the Russian lesders, the scene
appears very different. They decided on the relative priorities
te pull a backward nation up by its industrial bootstraps. They
planned it thal way. In large meesure, they have achieved the

To conclude the first part of our survey, I propose to discuss
briefdyrdied FuivRe RiaEE:20 01/ 031304 1C RORBRE 2500845000030 04090AR18
policy since the death of Stalin.
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Whils these overly ambitious geals have not been met,
-gizﬂhan&wm%mmwduyscpemtmﬁwm. The
mmﬁwuamuatingmurtmtmnewr

The longer torm plan is to put an end to the housing shortage
in 10 to 12 years.

The housing situation rexming extremely diffiecult, but
the spectacular new construction has begun to have physical and
mm Even if still i» one room, Russian wrbean families
novw have scme hope. They often talk of en wuncle, ccusin or
friend who has a modest apartment at lsst. Barlier this year, a
Moscow taxi driver told a friend of mine,

"Ten years age there was no hope. In 195% there

vas & ten year waiting list. Now it is doff to six years.

I put my neme down in 1956 when we were married, and I

nave evary hope of an apartment by 1962."
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The Goviel leadlers expect that labor productivity galns will
result from better housing. This, they hope, will more thau offset
retarding effects of the diversion of investment funds awsy from
bullding industrisl plant to home construction. But there is &
gpod deal of truth in Paul Henrl Spaak's remark that it is more
M¢utwmmmmartmmﬁyﬁthamr,
shoes, and mest than it 1s to launch an sarih satellite.

Twrning from the consumer welfare program, I would like to
outline briefly the other major post-Gtalin development, that is,
the drive to lzmprove tecbnology.

The Soviel leaders renounced twe points of doctrine to clear
the way for a program of technfzal advancement. The first was that
mmm& was peculliar to capitalism and could not ocour in
& socialist economy. ‘his doetrine had the éffect of Justifying
. the use of inefficlent machinery until 1t was finslly beyond
repalr.

The second polnt of doctrine was that Soviet axcellence
made o study of capitalist accompliziments unnecessary, aad
even uppetriotic. This policy, which was part of a broaler
cappalign agalnst "kovtoving to the West," had to be ridiculed and
replaced by insistence on constant attention to the technical
achisvenents of capitalism. As part of the program of horrowing
technology from the Wesi, the Soviets embarked on a broad exchange
Program -~ visits by Soviel personnel to steel plants, electronics

=5y e 3
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produsing facilities and many others -- in exchange for reciprocal
visits to the USSR. During 1999, about 1,000 Soviet representatives
of industry and sclence visited the United States., Ofhers toured
mofiern production facilities in Western Europe. ‘

As part of the same idea, the USSR begau to step up its
trade with the industrial West, pariticularly imports of machinery
snd equipment.

Ist me show you some figures

(Briefing Al4 T)

1. You can see that Soviet imports from the industriel VWest
rose from & low point in 1953 of about $350 million to about $780
million by 1957. Machinery aad equipment imports sccounted for
betweon 35 and 40 percent of the total throughout this period.

2. The decline in 19580 was largely a reflection of lower
levals of econmmic activity in the Vest, and hence in its ability
to absorh rew mmterial imports from the Soviet Unton. Thls
temporary dovatun was probably reversed in 1959, although the
figures are not yet available, for the Soviets were setively
buying equipment and complete plants in Western Buvope.

To suuearize this somewiat rambling discowrse, I think the
folloving points are most ipportant:

1. When the Comgmmicts took over, conditions in the Soviet
Unien were ripe for rapid economic development. The humnan and

Approved For Release 2001/08/30 : CIA-‘ARDP62800545A000100100006-9
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matural resources were at hand; there was no pressure of population
against the resource Lasze.

2. Tae soonomic prograx which the Communist leadership
adopted was based on forced draft industrislization at all
eoste. The necessary correlary was that pre-revoluticmary living
stanfdaxds were held constant, or even depressed; while evexy
poseible rulle was plowed back inte investment in heavy industry.

3. Until the death of Stalin in 1953, the internal policy
was one of "big stick" and “"little carrot.” e aaintained this
policy for 30 years as the wundisputed ruler of the Soviet Unlon.

h. This course of action hae brought the UBER to a position
of the second largest industrial economy in the woxld, able to
support & xilitary expenfiiture program novw equal to that of the
United States.

5. ¥hile Kuushehev baps moderated Stalin's repressive policles
toward the Soviet conswmer, the besic gonle of the USSR resain un-
ghacged. Forced draft indusirialisation and military power remain
twe cardinal points of Seviet pollcy.
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